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‘We have completed another successful year. 

A year in which we introduced 43 new and enhanced products. 
Delivered our first version of an important new operating system. 
And delivered the first application built around the new graphics- 
based platform represented by that operating system. 

It was 9 year in which our products won dozens of awards and 
received hundreds of excellent reviews, 

And a year in which we became the first microcomputer 
software company to earn more than $100 million in revenues ina 
‘single quarter. A record we have maintained for four consecutive 
quarters. 

Revenues for the year equaled $590.8 million, a 71 percent 
increase over fiscal 1987 revenues of $345,9 million, 

Both net income and net income per share reached record 
highs. in line with revenue growth, Net income rose to $123.9 mil- 
Jion, up from last year's $71.9 million, an increase of 72 pervent. 
‘Net income per share was $222, an increase of 71 percent from the 
‘$1.30 recorded last year. 

‘These results represent strong showings across all channels of 
distribution and in all product groups. Our International division 
was particalarly strong. representing 48 percent of our business 
and making Microsoft's imemational presence greater than that of 
any other software company. 

Retail revenues also grew significantly, demonstrating that we 
ase meeting oer goal of increasing cur presence in the applications. 
business. 

Product Introductions and Announcements 
It’s been an active year. 

“The first release of the OS/2 operating system—a joint 
development effort by Microsoft and IBM—was delivered on 
schedule in December, 

Microsoft® OS/2 represents a powerful new platform designed 
to make the most of the power of the latest microcomputers. It is 
already supported by manufacturers in the United States and 
abroad, including 18M, Acer, Compaq, Hewlett-Packard, NCR. 
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1988 Revenue by Product Group 


@ Systems/Languages 41% 
= Applications 40% 
Hardware, Books and Other 13% 
1987 Revenue by Product Group 
® Systems/Languages 49% 
= Applications 38% 
Hardware, Books and Other 13% 
1988 Revenue by Channel 
@ Domestic OEM 11% 
® Domestic Retail 32% 
© International OEM 14% 
‘® International Retail 4% 
® Microsoft Press and Other 3% 
1987 Revenue by Channel 
Domestic OEM 21% 
© Domestic Retail 35% 
@ International OEM 14% 
@ International Retail 28% 
| Microsoft Press and Other 2% 


‘The Microsoft Mouse pointing device was dramatically 
redesigned, demonstrating our commitment once again to the 
advancement of mouse technology. Total sales for the Mouse 
have now surpassed well over one million units. 

We released Microsoft MACH 20, a performance 
enhancement board designed to bridge the gap between older 
hardware systems and newer computer technologies. A special 
Microsoft Excel/MACH 20 package allows customers with older 
machines to start using the new generation of software right away 


In the Macintosh arena, we maintained our leadership 


position and entered two major new categories with Microsoft 


PowerPoint, a desktop presentations program, and Microsoft 
Mail, an interoffice electronic mail program. 

We announced major updates of several products for the 
Apple Macintosh that take advantage of new capabilities of the 
Macintosh interface, including color and the ability to display 
multiple applications simultaneously. Announcements included 
updated versions of Micrasoft Word, Microsoft Excel, Microsoft 
File, and Microsoft PowerPoint, These announcements demon- 
strate our continuing commitment to the Apple Macintosh —a 
commitment that we were one of the first major software 
companies to make. 

In the CD-ROM group, we shipped Microsoft Bookshelf, our 
first entry in the burgeoning CD-ROM (compact disc reud-only 


memory) market, and we announced additional CD-ROM products 


including Microsoft Stat Pack and Microsoft Small Business 


Consultant, All these products lake advantage of the ability of a 
CD-ROM drive to store enormous quantities of information and to 
access that information easily. 

Microsoft Press® is the book publishing and CD-ROM 
product arm of the Company, The book publishing operation 
released 30 new titles and delivered record sules, OF the 90-plus 
titles published in its brief history, 35 have made best-seller lists 
for computer trade books. Microsoft Press books are printed in 15 


languages and sold in more than $0 countries 


Business Activity with affirmative defenses and counterclaims, and intend to assert 
Microsoft continues to forge alliances designed to establish our our defenses and prosecute our claims vigorously. The judge has 
strategic position within the industry. granted our motion to divide the case into two phases; phase one, 
‘One noteworthy agreement was announced in January, when involving interpretation and enforcement of the 1985 agreement, 
we joined with Ashton-Tate to announce SQL Server, relational and phase two, involving copyright issues, Discovery is limited at 


database server software for local area networks, Under the this time to the phase one case, scheduled for trial next summer. 
agreement, Ashton-Tute will license SQL Server from Microsoft We will continue our development and marketing efforts with 
for redistribution through retisil channels, and Microsoft will Windows, Windows applications products, and Presentation 


license SOL Server to hardware manufacturers on an OEM basis. Manager, as well as with our Macintosh applications products. 
SQL Server represents a significant advance inthe way applications ‘To summarize, this has been an unusually active year, and a 
programs talk ter databases. notably successful one, Our revenues benefited from the rapid 
Microsoft participated in 14 conferences with IBM fo educate growth of personal computer hardware sales worldwide. If these 
more than 17,000 corporate customers about the OS/2 operating —_sales level off over the year ahead. we would expect our own 
system, We also sponsored other well-attended events, ranging revenues 10 show more moderate growth. 
from major product rollout for our dealers in the fall 10 CD-ROM We also expect revenues from packaged products to grow at w 
and networking conferences later in the year faster rate than royalty sales, which will cause an increase in our 
As our business expanded, our facilities and staff grew to meet cost of goods sold as well as in marketing expenses. This change 
our changing needs. The Company now employs 2,800 people in our business is a key element in our long-term corporate strategy 
around the world. A major new manufacturing facility was to establish the Company as a major player in the business 
completed in March. und we have begun construction on three new applications market. 
buildings at our corpormte headquarters. Internationally, we added Research and development expenses will grow as a percentage 
anew office in Spain and elevated our office in the Netherlands 10 of sales as we develop stew applications far the MS-DOS and 
full subsidiury status, Macintosh environments and adapt current applications to OS/2 
Recently, investors have asked a vuriety of questions about the Presentation Manager. We will also continue to work on expanded 


March suit filed by Apple Computer, Inc.. in federal court against versions of OS/2 and 10 extend our line of networking products. 


Microsoft and Hewlett-Packard Company, In its complaint, Apple ‘This investment in R&D, we believe, is essential 10 
alleges that visual displays in Microsoft Windows version 2.03 maintaining the Company’s long-term position of leadership 
infringe certain Apple copyrights, and Apple seeks to enjoin within our industry, and to delivering on the strategies we have 


Microsoft from marketing the product and to recover damuges in established as the leading developer and supplier of personal 
an unspecified amount computer software. 
We think that Apple's claims are precluded by a 1985 


agreement between Apple and Microsoft and that, in any event. 


hone of the visual displays in this product infringes upon any Avblian A. Jats 


Protectable proprietary interest of Apple. Accordingly, we ‘Jon A. Shirley William H. Gates 
ane Chairman of the Hand anet 
consider the case to be without merit. We have filed our answer, Chief Operating Officer Chief Executive Officer 


Microsoft develops software technologies that make the 
most of the latest hardware, advancing the state of the art 
while laying the groundwork for future advances. 

Microsoft Operating System/2 with Presentation Manager, 
for example, establishes a new platiorm that gives cus- 
tomers an intuitive, visually oriented way to interact with 
computers. 

Thia new systems technology will, in turn, allow the 
development of a new generation of applications that are 
consistent in design and easy to learn, yet powerful and 
well suited to the growing needs of corporations. 
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IVs been an unusually active year, And a notably successful one. 

The numbers, though, tell only part of the story. Because 
the real story of Microsoft isn’ just in where we've been as a 
company —it"s in where we're taking our entire industry 

We continue to look ahead to the day when there will be a 
computer on every desk and in every home. 

To deliver on this vision, we have established a series of 
corporate strategies that are focused beth on maximizing short 
term gains and on positioning the Company for a continuing 
leadership role in the future of personal computing 

We expect that, over the next several years, customers will 


start looking beyond individual differences in software products 


and will instead evaluate the architecture underlying those products 

and how that architecture is integrated across software solutions. 
The work we've already completed—with the development 

of OS/2 systems, with the Windows and Presentation Manager 


interfaces, with languages like Microsoft C Optimizing Compiler 


and applications products like Microsoft Excel, with advances in 
graphical user interfaces in both the IBM and Macintosh worlds, 


and with our mouse and other hardware technology—has been tar- 


geted to a future in which customers are offered a consistent 
intelligent, and intuitive way to interact with computers 
Behind all this work is 2 commitment to make computers more 
accessible to more people, We believe we can deliver on this 
vision. Because over the past year, we have demonstrated that 
we have the business acumen and technical know-how to 
deliver products on time as well as to establish 
those products as standards, 
Throughout these months, there have been many 
important activities and introductions. But a few 
milestone events deserve special attention. 
Microsoft 08/2 and Presentation Manager 
After we introduced the MS-DOS operating system in 1981. it was 
accepted as a technical standard that would forever change the 


shape of personal computing 


By design, Microsoft products bring the best-available 
technology te the broadest base of customers. To do that 
etfectively, we need to those customers the full support 
to make the most of their products. 

Our product support telephone lines—open 12 hours each 
working day, from 9 am. on the East coast to 6 p.m. on the 


West coast—handled nearly 750,000 c: it year and as 


many a5 92,000 calls in a single month. 


We also introduced electronically based information 
services that allow instant access to a vast library of 
technical resources. These include Microsoft OnLine, 
designed for developers, as well as an end-user service on 


GE's GEnie™ consumer information network. 


Successtul companies need to take intelligent risks and not 
simply rest on past successes. 

At Microsoft, we're committed to maintaining our 
leadership position in the market with strong competitive 
offerings that set the standards for our industry. 

‘The Microsoft Mouse, for example, was already a major 
success—with more than a half-million units sold—when we 
Introduced the dramatically redesigned mouse shown here. 

‘The result? In just one year, sales of the Microsoft Mouse 
more than doubled our total sales since 1984, bringing us to 
2 grand total of well over one million units sold. 


Since then, we have added features (o MS-DOS that expand its 
capabilities, And we helped to advance the state of the hardware 
art by periodically modifying this very essential, very central piece 
of software. 

But all along, we knew that progress im the next generation of 
computing—built around more powerful processors. greater 
memory, and improved graphics—would be possible only with a 
new operating system designed to make the most of this new 
hardware. 

Enter Microsoft OS/2 with the Presentation Manager interface, 
Rather than getting wrapped up in the technical details that define 
an operating system and how it works, let's talk instead about OS/2 
in human terms: how it will benefit the vast majority of computer 
users as individuals and in workgroup settings, 

Consider, for example, the ability of OS/2 10 run more than 
one application at  time—or what is called “multitasking.” 
Technically, this is a major feat, since our developers had to figure 
out how to keep applications from stepping on cach other, and 
how to keep the rest of the computer running if something 

went wrong with one of those applications. 

To the customer, however, this new capability simply 
means that, for the very first time, personal computers can 
imitate how people already work, Moving from one job to 

another. quickly and seamlessly, 
So you can calculate a series of figures on a spreadsheet 
Chart those results for more effective presentation. Move your 
numbers and graphs into a report. Electronically transmit that 
report to your field offices. All without starting and stopping and 
restarting and restopping each of those individual programs, 

You can run a word processor of spreadsheet in the 
foreground and be alerted to a meeting by a scheduling program 
or to a message by an electronic mail program running in the 
background. 

In essence, multitasking means that, for the first time, 
computers can really work like people. Instead of making people 
work like computers. 


As the packaged product sector of our business has grown, 
we have expanded fa: s to keep pace with thi 
manufacturing and distribution needs, both domestically and 
internationally. 

In April, we completed work on a 260,000-square-toot 
manufacturing facility, located 20 minute: 
corporate headquarters. This new facilit; 
consolidate domestic manufactur 
operations at a single site, and py 
growth. 

Manufacturing needs for the European market are met 
primarily through a major facility in Dublin, Iretand. 
Expansion this year will bring our manufacturing site in 
Ireland to 70,000 square feet. 


An important strategy over the past year has been to 
develop and maintain strong relationships with several 
major accounts. 

To do this successfully, we need to demonstrate to these 
customers not only that our individual products outpertorm 
competitive offerings in the market, but also that these 
Products establish a new software architecture that defines 
the next generation of computing. 

One such relationship was established in March, when 
the accounting firm of Arthur Andersen finalized a 
purchasing agreement with the Company in which the firm 
agreed to acquire more than 4,000 units of Microsoft Excel 
for Windows over the next two years. 

Similarly, Visa Corporation has decided to use Microsoft 
Word in its corporate headquarters and in outlying offices. 


This idea is also at the heart of another important technical 
advance of OS/2—the Presentation Manager interface—which is a 
visually oriented way for customers to interact with computers 


Instead of requiring customers to leam convoluted sets of com 


ands that are different for each program, OS/2 Presentation 


Manager makes every program operate in a common way 


So customers can get up to speed with new programs much 


more quickly than ever before. And since users aren't bogged 


down with figuring out the basics for each program, they can do 


much more with thase pro sooner than they could before 


rams, 
This feature is also popular with corporate decision makers 


who appreciate how this simple, consistent imerface will 


rt 


ining. And who recognize the importance of the fact that 


Presentation M: 


ger is consistent with IBM's SAA standards, a 
series of guidelines that will be used in systems ranging from 
personal computers to mainframes. 

What's more, since the OS/2 systems provide new networking 
tools 


including OS/2 LAN Manager—that make it possible to 


the Mexibility 


nnect people more efficiently than ever before 
that's possible on a single system can now extend across an 


entire office or throughout an entire company. So that 


information from different users in different places can be 
exchanged and combined casily 

esullt is that workgroups will be able to work 
more ¢ tly than ever before 


And tools for those workgroup environments can be 


designed more easily now, too, Because programmers can focus 


on the content of their programs, instead of worrying about the 
details of designing and maintaining a unique user interface 
Microsoft Excel 

To gain some insight into what kinds of applications are going to 


be possible under OS/2 with Presentation Manager, take a look 


at Microsoft Excel for Windows, our major new entry in the 


spreadsbeet m: 


Note that Microsoft Excel 


demonstrates how we as t company 
approach market challenges. Instead of producing just another 
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As a Company, we are determined to “ievelop and ship top- 
quality products in a timely fashion, leveraging our strengths 
across multiple hardware environments. 

Our proprietary technical development tools make it 
possible for different applications to share large blocks of 
code. Which means that programs can be written faster. 
And software features can easily be translated from one 
hardware platform to another. 

In 1985, for example, Microsoft Excel for the Macintosh 
defined new possibilities of what could be accomplished 
with a graphics-oriented spreadsheet. In 1987, we carried 
that work over to the MS-DOS environment with the 
introduction of Microsoft Excel for Windows, and we have 

announced plans to Issue a version of 

Microsoft Excel for OS/2 Presentation Manager 

in 1989. All these versions of Microsoft Excel 
are now on parallel paths in our ongoing 
development efforts. 


An important goal for our Company has been to bul 
established strengths worldwide, making the international 


market an integral part of our product planning and 
development process 

Wo've met this goal with notable success. Over the past 
fiscal year, nearly halt our total revenues were generated 
outside the United States. Our subsidiaries in Germany and 
together did nearly twice as much business in the 
past 12 months than all of Microsoft in fiscal year 1983. 

And our future products are being developed with the 
international market in mind. Windows and 0$/2, for 
example, are designed so that applications created in these 
environments can be easily transiated into foreign lan- 
guages. Last year, we delivered 220 localized versions of 
our products for the international market. 
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‘me-too" spreadsheet that miric utries in this categor 


set out to produce a competitive heet product th 


ices software technolc nile fitting precisely im 


We are also advancing the state of our art 


International Implications 


The international market is such an important part of our 


busine presenting nearly half of total revenues—that an 


ps We take to advance the state of the art must also be ne 
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To take advantage of opportunities in the fast-growing 
software industry, we have entered new product categories 
through strategic acquisitions. 

The products we select are chosen to complement our 
current product line, and to provide both technical and 
marketing foundations for future product efforts. 

For example, we established our foothold in the booming 
desktop presentations market (expected to triple over 
the next three years) by acquiring Forethought, the 
producer of PowerPoint, which is the first program expressly 
designed to produce overheads and slides, 

And we laid the foundation for our office automation 
strategy with the acquisition of Microsoft Mail, an electronic 
mail product for the Macintosh that began shipping in 


separate how commands are displayed on the screen from the main 
core of the program. So translations to those commands can be 
made simply, by changing a special “resource file.” rather than 
requiring the programmer (o go into the heart of the software and 
make changes in the core code. 

This means that products developed for one country can be 
localized for another country more easily and more quickly than 
ever before. 

Once again, this is a technically important advance. But even 
more important are the decisions behind that advance. 

Al Microsoft, our International group plays an integral role in 
all our product decisions—right from the start, Products are 
developed with an eye to how they will be received abroad, ax well 
as to how they will perform in the American market. 

U.S. sales of personal computers now represent only 40 
percent of the total world market. What's more, international sales 
are increasing at an ever-faster rate, creating major opportunities 
for growth and making this a important market in which to 
position our company for the future. 

To do that, we have established ourselves as the one compuny 
that can understand and deliver on the unique needs of many 
nations and cultures, 

For example, we have produced localized versions of our 
products in languages that have very different display 
requirements—Arabic and Chinese, for example. 

We have established important strategic alliances with 
hardware partners around the world through inter- 
national distribution of MS-DOS and the OS/2 

‘operating systems. 

We have aggressively sought to maintain our rights to 
international copyrights and distribution channels for our software 
products, as in this year’s decision by the Brazilian government to 
allow distribution of the MS-DOS operating system in that 
country. 

And we have set out to develop relationships in areas that we 


believe will ultimately represent new market opportunities, as 


To stay on top in the ever-expanding software business, the 
Company has sought to establish itself in new markets with 
products intelligently targeted at customers. 

Microsoft Works, for example, is an all-in-one package 
that combines word processing, spreadsheet, database, and 
communications modules in a single program. Designed tor 
the home-business and small-business markets, Microsoft 
Works is an ideal software complement to the new, lower- 
priced hardware that became available during the past year. 

Similarly, Microsoft QuickC and Microsoft QuickBASIC 
language products are targeted at the growing base of 
recreational programmers who don't need the functionality 
and high-end performance features of our professional 
language offerings. 


Meat SASS 


Preparing for the Next Decade 
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At Microsott, people are our most important resource. To 
help attract and bring on board the best and the brightest 
employees, we have created an attractive campus setting 
our Redmond, Washington, headquarters. 

We've also created » dynamic working environment that 
challenges our employees to do their best work, on products 
that will have a dramatic impact on our industry and society. 

Today, Microsoft employs more than 2,800 peopl 
worldwide. To keep pace with growth, w: adding three 
new buildings, scheduled for completion late in 1986. This 


will bring us to a total of nine buildings at headquarte: 
providing 670,000 square feet of space at our 125-acre site. 


Microsoft Corporation Products 


Microsoft markets a complete line of business applications, language products, and hardware available 
from dealers worldwide. 


Operating System 
ose Ms-DOS ‘Apple Macintosh XENIX® 
Business application software 
Microsoft Chart . . 
Microsoft Excel . . 
Microsoft File . 
Microsoft Learning DOS ° 
Microsoft Mail . 
Microsoft Multiplan . . . . 
Microsoft Pageview . 
Microsoft PowerPoint A 
Microsoft Project ¢ 
Microsoft Word bd . . . 
Microsoft Works . . 
Microsoft Write . 
System/Language software 
Microsoft BASIC : . . 
Microsoft C : . : 
Microsoft COBOL . . : 
Microsoft FORTRAN . ° ° 
Microsoft GW-BASIC® . 
Microsoft Macro Assembler . . . 
Microsoft Pascal . . . 
Microsoft QuickBASIC . : 
Microsoft QuickC S 
Microsoft Windows/286 . 
Microsoft Windows/386 . 
Hardware 
Microsoft MACH 20 . . 
Microsoft MACH 20 Memory Plus . . 
Microsoft MACH 20 Disk Plus . . 
Microsoft Mouse . . 
CD-ROM 
Microsoft Bookshelf : 
Recreational 
Microsoft Flight Simulator . - 
Support 
Microsoft OnLine 


Microsoft markets many additional products—such as the OS/2, MS-DOS, and XENIX operating 
systems and the OS/2 LAN Manager—through hardware manufacturers worldwide. 
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Microsoft Corporation 


Net Revenues 


Annual increases in the Company's net revenues have been a result 


veral fa 


including the introduction of new products and enbas 


ments to existing products, the expansion of the Company’s foreign 


operations and export sales, and the general expansion of the m 


mic t software. During 1988, the Company was able to cor 


its pattern of steady revenue growth in all product groups and across 


of distribution, both domestically and internationally 


nducts that began shipping during 1988 included Microsoft Excel. 
Works, and Microsoft QuickC for IBM and compatib 
computers; Microsoft P pint, Microsoft Write, and Microsoft Ma 
for Apple Macintosh systems; Microsoft Bookshelf for CD-ROM 
Microsoft OS/2 Programmer's Toolkit; and Microsoft MACH 2 


88 


many existing products were significantly enhanced during 


-nhanced products for 1987 included Mic 
oft Multiplan 3.0, Microsoft FORTRAN 4.0, and 


earning DOS, Micro 


Microsoft QuickBASIC 3.0 for IBM and compatible computers: Microsot 
Works and Microsoft Word 3.0 for Apple Macintosh systems. and 
Microsoft Mouse 6.0 


International net revenues for fiscal years 1988, 1987, and 1986 were 


Hlion, $146.2 million, and $80.0 million 


and 40.5 


These amounts repre 
or the respective 


of total net revenues 


ears, This growth was a result of several factors, including successful 
product localization. expansion to additional foreign markets, and 
favorable foreign currency exchange rates. For additional information 


concerning foreign operations and export sales, see page 
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Cost of Revenues 
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The 1988 increase in cost of revenues as a percentage of net revenues is a 


result of nume actors, including a shift in the reves 


contribution from packaged product, a significant increase in lower profit 


margin revenue from product updates, an increase in product material 


costs, and price reductions on select products due to strategic or competi 


tive factors, Management expects revenues from packaged product to 


OW at u faster rate than royalty revenues, which will cause an 


continue 10 


Operating Expenses 


Research and development expenses encompass prmanly compensation 
am ty Cost al development, co lance developer 
tual propert arch and development 
ast of a tual property righ 


enses ¢ compensation, travel, and faci 

wpany’s sale: aduct support personnel and m. 
costs. wth in these expenses reflects the 

on of the Company"s domestic and intemational sales 


ed marketing and ures, 


dvertising expendi 


arketing and promotional activities 
ral and administrative expenses is primarily attribut- 
wth in administrative staff and systems necessary to support 

the overall increase in the scope of the Companys operations 


ES 
Non-operating Income 


Vercentage of net teven P ‘ 
Non-op income includes investment income of $8.7 million, $7.3 
million, and $3.2 million for fiscal years 1988, 1987, and 1986, Growth i 
investment income is attributable to a larger investment portfolio resulting 
from funds generated from operations and proceeds from the Company's 
initial public offering in March 1986, Results also include foreign 
currency transaction gains of $2.5 million, $1.7 million, and $2,0 million 
for fiscal years 1988, 1987, and 1986. 
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Microsoft Corporation Financial Review - Results of Operations (cont.) 


Stock Option Program Expense 


Stock option programs were adopted by the Company during fiscal 1987 
in response to the Tax Reform Act of 1986. As discussed in Note 7 of 
Notes to Consolidated Financial Statements, under these programs 
employees are paid a cash payment based on tax benefits the Company 
receives when the employees sell certain option stock or exercise certain 
options after having agreed to changes in the options” tax attributes. 


As required by generally accepted accounting principles, the tax benefit 
realized from these programs ($11.6 million and $24.4 million for the 
years ended June 30, 1988 and 1987, respectively) is reported as a capital 
contribution. ‘The eash payment from these programs is recognized as 
expense over the vesting period of the related stock options. For the year 
ended June 30, 1988, this resulted in stock option program expense of 
$14.5 million and a reduction of the provision for income taxes of $5.6 
million related directly to the amount of expense recognized. For the year 
ended June 30, 1987, stock option program expense was $14.2 million 
with an income tax benefit of $8.0 million, 


‘Through June 30, 1988, the total net benefit from these programs was 
$20.9 million, The total net benefit to be received from these programs 
depends on the market value of the Company's common stock and other 
factors and could aggregate between $30 and $60 million through 1992. 


————_——— 
Provision for Income Taxes 


1988 Change «1987 Change 1986 
Provision forincome taxes $59.8, 2 495 xs 967 

Percentage of net revenues 10.1% 3% Bs 
fective tax rate 326% 408% 405% 


For an analysis of the differences between the statutory and the effective 
income tax rates, see Note 6 of Notes to Consolidated Financial State- 
ments. The decrease in the effective tax rate for fiscal year 1988 results 
from the Tax Reform Act of 1986, which lowered the top corporate tax 
rate from 46% to 34%. 


In December 1987, the Financial Accounting Standards Board issued 
Statement of Financial Accounting Standards No. 96—Accounting for 
Income Taxes. The Statement, which is effective for the Company's fiscal 
year ending June 30, 1990, supersedes existing literature on accounting for 
income taxes in financial statements prepared in accordance with gen- 
erally accepted accounting principles. Adoption of the Statement would 
not have had a material effect on the Company, 


Net Income and Per Share 

1984 % Change «1987 Chango 1986 
Net income 3900} sro 8 $193 
Percentage of net revenves 21.0% 208% 19.9% 
Net income per share 22 1 $1.0 or 80.78 


Had the one-time stock option programs discussed above not been 
adopted, net income and net income per share would have been as follows: 


1988 Change «1987 Change 1986 
Pro forma net income sis 70 S78. 99 $393 
Percentage of net revenues 22.5% 2.6% 19.9% 
Proforma net income pershare $238 70 S140 n 0.7% 


Microsoft Corporation 


(dn thousands, except net income per,share 


Income from operations 187,44 126,887 60,906 
Income before income taxes 183,738 65,984 


Average common and common equivalent shares outstanding 


‘ampanying notes 
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crosoft Corporation 


Total assets at June 30, 1988 were $493.0 million, compared to $287.8 
million and $170.7 million at June 30, 1987 and 1986. Over the last five 
nual rate of 33% 


ars, total assets have grown at an a 


Working capital at June 30, 1988 was $227.8 million compared to $164.4 
million at June 30, 1987. ‘The current ratios, the rel 


nship of current 
assets to current liabilities, stood at 2.9 to 1 and 4.4 to | at the respective 
balance sheet dates. Significant increases in current liabilities accounted 


for the decline in the current ratio during fiscal 1988, 


Working capital provided during fiscal 1988 totaled $153.2 million, of 
Which $139.9 million was provided by operations. Another significant 
ned by 


discussed in Note 7 


source of working capital was the $11.6 million tax benefit obta 


the Company as a result of the stock option progra 


of Notes to Consolidated Financial Statements. 


Working capital used during fiscal 1988 totaled $89.7 million, of which 
$71.6 million was used for additions to property, plant, and equipment and 
s. In March 
1988, the Company completed construction of a 260,000-square-foot 


$12.4 million was used to acquire intellectual property 


manufacturing and distribution facility in Snohomish County, Washing- 
In addition, the Company purchased 
equipment for this facility at a cost totaling $5.7 million. Also in March 


ton, at a cost of $10.5 million. 


1988, the Company began construction on a 230,000-square-foot office 
expansion to the corporate campus in Redmond, Washington. Through 
June 30, 1988, construction costs of this office expansion totaled approxi 
mately $10 million. In May 1988, the Company purchased undeveloped 
land adjacent to its corporate campus for $9.4 million. Corporate campus 
land owned or under long-term lease totaled approximately 125 acres 


at June 30, 1988. Purchases of computer equipment, including both 


personal and corporate systems, totaled approximately $24.3 million 
during fiscal 1988, 


Cash and short-term investments grew $50.7 million during fiseal 1988 to 
$183.2 


illion and comprised 53% of current assets and 37% of total 


assets at June 30, 1988, 


Working capital provided during fiscal 1987 totaled $103,6 million, of 
which $79.4 million was provided from operations. Another significant 
source of working capital was the $24.4 million tax benefit obtained by 


the Company as a result of the stock option programs 


Working capital used during fiscal 1987 totaled $57.7 million and was used 


almost entirely for additions to property, plant, and equipment, In August 


1986, the Company purc 


d undeveloped land adjacent to its corporate 


campus for $5.3 million, In June 1987, the Company purchased land 
adjacent to its corporate campus for $21.8 million and land for a new 
manufacturing and distribution facility for $4.3 million. Also, during the 
fourth quarter of fiscal 1987, the Company completed construction on two 


corporate campus buildings at a total cost of approximately $10.4 million. 


In November 1987, the Financial Accounting Standards Board issued 
Statement of Financial Accounting Standards No. 95—Statement of Cash 
Flows. The Statement, which is effective for the Company's fiscal year 


ending June 30, 1989. requires statements of cash flows in lieu of 


statements of changes in financial position. 


Microsoft Corporation 


(In thousands) 


June 30 
1988 1987 
Assets 
Current assets 
Cash and short-term investments $132,484 
Accounts receivable —net of allowance of $1 1,120 and $6,954 55,131 
16,555 
8.832 
Total current assets 213,002 
Property. plant, and equipment—net (Note 3) 130,108 0,010 
Intellectual property rights—net 7.936 
Other assets 9,627 4.742 
Total assets $493,019 $287,754 
Liabilities and Stockholders’ Equity 
Current liabilities 
Accounts payable $43,112 $20,526 
Customer deposits and deferred revenue 6,038 6,289 
Acerued compensation and employee benefit 15,057 512 
Notes payable (Note 5) 20,259 5.172 
Income taxes payable 16.051 2,217 
Other 17,004 9.318 
Total current liabilities 117,521 48.649 
Commitments and contingencies (Notes 4, 7, and 9) 
Stockholders’ equity (Note 8); 
Common stock —$,001 par value; shares authorized 160,000; 
J outstanding 53,663 and 52,713 54 33 
90,046 76.811 
Retained earings 85,014 161.106 
Translation adjustment 384 1135 
Total stockholders’ equity 375.498 239,105 
Toul nd stockholders’ equity $493,019 $287,754 


See accompanying notes 
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(ln thousan 


Je of stock, principally 
employee 6 


{0 tock options (Note 7) 


Net income a 


Translation adjustment = 


1.696 1,698 

4,448 24,348 

1,878 71,878 

7 1.849 1.849 

76,81 161,106 13s 239,105 

' 68 682 
s - Uss4 

23,908 123,908 


(ln thousands) 


Year Ended June 30 


- — 1988 198 986 
Working capital provided 
Operations: 
Net income $123,908 $ 
Depreciation and amortization 16,035 
Total from operations 139,943 45,008 
mon stock issued 1,682 1,698 45,690 
Income tax benefit related to stock options (Note 7) 1nss4 24,348 
Long-term obligations = (1.879) 1,879 
Total working capital pro 153,179 103,596 92,577 
Working capital use 
Additions to property, plant and equipment (Note 3) 71,642 58.01 14,108 
Acquisition of intellectual property rights 12.42 - : 
Translation adjustment \ (1,849) 2 
Other _ 4.885 1,527 1,407 
Total working capital used 89,705 57,695 15,567 
Increase in working capital $6347 $.45.901 $77,010 
Changes in elements of working capital 
Current assets - increase (decrease) 
Cash and short-term invest $50,741 $ 29,808 983.728 
Accounts receivable 38.471 20,632 
Inventories 36.987 8.547 
Other 6.147 6.035 
Current liabilities — (increase) decrease 
Accounts payable (22,586) (10.755) (5.959) 
Notes payable (15.087) (8.172 
Income taxes payable (13,834) 5.255 (6.221) 
Other ee (17.365) (8.449) (6,724) 
Increase in working capital 563,47 $45,901 $77,010 


See accompanying notes 


27 


Microsoft Corporation 


Presentation of Financial Information 


Manaj 


opel 


gement's explanation and interpretation of the Company's overall 


ing results and financial position, with the basic financial statements 
presented in the preceding section, should be read in conjunction with the 
entire report, The Notes to Consolidated Financial Statements, an integral 


part of the basic financial statements, provide additional detailed financial 


information. 


Management is responsible for the preparation of the Company’s con 


solidated financial statements and rel 
annual report. Mi 
statements fai 


ted information appearing in this 


gement believes that the consolidated financial 


ad that 


ly reflect the form and substance of transactions 


the financial statements reasonably present the Company's financial 


position and results of operations in conformity with generally accepted 


accounting principles, Management has included in the Company’s 


financial statements amounts based on estimates and judgments that it 


believes are reasonable under the circumstances. 


The independent accountants audit the Company's consolidated financial 
statements in accordance with generally accepted auditing standards 
and provide an objective 


ndeper 


dent review of the fairness of reported 
operating results and financial position. 


The Board of Directors of the Company has an Audit Committee com- 
posed of non-management Directors. The Committee meets with finan- 


cial management and the independent accountants to review accounting 


y I 


[Asta 


control, auditing, and financial reporting matters. 


JNoU ol nth 
Francis J. Gavidette 


Vice President, Finance and Administration 
Trewsurer; Chief Financial Officer 


Report of Independent Accountants 


To th 


Board of Directors and Stockholders of Microsoft Corporation: 


We have audited the accompanying consolidated balance sheets of 
Microsoft Corporation and subsidiaries as of June 30, 1988 and 1987, and 
the related consolidated statements of income, stockholders’ equity, and 
changes in financial position for each of the three years in the period 
ended June 30, 1988. These financial statements are the responsibility of 


the Company's management. Our responsibility is to express an opinion 


on these financial statements based on our audits, 


We conducted our audits in accordance with generally accepted auditing 
standards, Those standards require that we plan and perform the audit to 


obtain reasonable assurance about whether the financial statements are 


free of material misstatement. An audit includes examining, on a test 


basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation, We believe that our audits 


provide a reasonable basis for our opinion. 


In our opinion, the financial statements referred to above present fairly 

in all material respects, the consolidated financial position of Microsoft 
Corporation and its subsidiaries as of June 30, 1988 and 1987, and the 

results of their operations and the changes in their financial position for 
the years then ended in conformity with generally accepted accounting 
principles 


oleic 


Deloitte Haskins & Sells 
Bellevue, Wast 
July 25, 1988 


Microsoft Corporation 


Note 1. Significant Accounting Policies 


Business. The Company's principal business activities are the develop- 
ment, production, marketing, and support of a wide range of software for 


business and professional use, including operating systems, languages, and 


pplication programs, as well as books and hardware for the microcom: 
puter marketplace. 


Principles of Consolidation, The consolidated financial statements 
include the accounts of Microsoft and its wholly owned subsidiaries. 
Significant intercompany transactions and balances have been eliminated. 


Revenue Recognition, Revenue from sales of software and hardware 
consumer products to distributors or dealers is recognized when the 


products are shipped, Software products sold to original equipment 


rally provide for a commit- 


nanufacturers under license agreements ge 


ment fee to three 


le over a minimum commitment period of 
years. When the product is accepted, the commitment fee is recognized as 
revenue ratabl 


‘over the minimum commitment period or on a per unit 
basis if sales exceed the commitment fee level, Subsequent to the min- 


imum commitment period, revenue based upon the number of systems 


shipped or copies sold is recognized as eared. Commitment fees received 


prior to product acceptance are recorded as customer deposits. 


Short-term Investments. Short-term investments are carried at the lower 
of cost or market. Short-term investments at June 30, 1988 and June 30, 
1987, consisted principally of municipal bonds, money market preferreds, 
and increasing rate notes. 


Inventories. Inventories are stated at the lower of cost or market. Cost is 
determined using the first-in, first-out method. 


Property, Plant, and Equipment. Property. plant, and equipment is stated 
at cost and depreciated using straight-line and declining-balance methods 


over estimated useful lives. Such lives are: 


Buildings 

Leasehold improvements Lease term 
Furniture and equipment 5 years 
Computer equipment 5 years 


ended June 30, 1988, the 
et costs aggregating 
nortization expense of $4.5 million. 


Intellectual Property Rights, During the ye 


‘Company acquired intellectual property rights 


$12.4 million and recorded related 


The costs of these rights are being amortized on the straight-line basis over 


their estimated useful lives, ranging from two to three years. 


Warranties and Exchanges. The Company warrants products against 
defects and has policies permitting distributors and dealers to exchange 
products under certain circumstances. The Company's policies do not 
The 
‘Company's reserve for warranties and exchanges was $4.5 million and 
$2.0 million at June 30, 1988 and 1987. 


permit return of products to the Company for credit or refund, 


Research and Development and Royalty Casts, A Financial Accounting 
‘Standards Board statement requires the capitalization of certain costs of 
producing software, Such costs are immaterial. Other research and 
development costs are expensed as incurred. 


ertain soft 


Cost of revenues includes royalties paid to authors of 


re 
products and publications under license agreements. Such royalties, 
Which are based on net revenues, were $11.4 million, $9.8 million, and 
$6.1 million for the years ended June 30, 1988, 1987, and 1986, 


Non-operating Income. Non-operating income includes investment 
income of $8.7 million, $7.3 million, and $3.2 million for the years ended 
June 30, 1988, 1987, and 1986. Results also include foreign currency 
transaction gains of $2.5 million, $1.7 million, and $2.0 million for the 
years ended June 30, 1988, 1987, and 1986, 


Income Taxes. Income tax expense includes United States and foreign 
income taxes, including United States taxes on undistributed earnings of 
foreign subsidiaries. Certain items of income and expense included in the 
consolidated financial statements are reported in different years in the tax 
returns in accordance with applicable income tax laws. The resulting 
difference between the consolidated financial statement income tax 
provi 
dated financial statements as deferred income taxes. Tax credits are 
accounted for as a reduction of tax expense in the year in which the credits 
reduce taxes payable (flow-through method). 


on and income taxes currently payable is reported in the consoli- 


Foreign Exchange. Assets and liabilities denominated in foreign 
currencies are translated at the exchange rate in effect on the balance sheet 
date. Revenues, costs, and expenses are translated using an average rate. 
Translation adjustment resulting from this process is shown separately 

in stockholders’ equity. 


Exchange adjustments resulting from foreign currency transactions and 
realized and unrealized gains and losses on forward contracts used to 
hedge currency fluctuations are recorded in income. At June 30, 1988, 
the Company had approximately $30 million in contracts to exchange 


currency in the future. 


Net Income Per Share, Net income per share is computed on the basis of 
the weighted average number of common and common equivalent shares 
outstanding and is adjusted for shares issuable upon exercise of stock 

options. The computation assumes the proceeds from the exercise of stock 


options were used to repurchase common shares at the avera 


ge market 
price of the Company's common stock during each period 


‘Stock Split. On August 1, 1987, the Board of Directors declared a two-for- 
one split of the Company's common stock, effected in the form of a 100% 
stock dividend. All share and per share amounts have been restated to 
reflect the stock split retroactively 


Reclassification. The June 30, 1987, balance sheet reflects the reclassif 
cation of long-term liabilities of $2 million to other current liabilities 
resulting from the 1988 purchase of 


facility under capital lease. 


Microsoft Corporation Notes te Consolidated Financial Statements (cont.) 


Note 2. Inventories 
Inventories at June 30, 1988 and 1987 were as follows: 


one 40 
Cioran 19 1987 
Raw materials $26577 $8465 
Work in process 1,900 nd 
Finished goods 25.065 7.296 
$53,542 $16,555 
Note 3. Property, Plant, and Equipment 
Property, plant, and equipment at June 30, 1988 and 1987 were as follows: 
June WO 
(in thousands) 188 107 
Land S41418 $31,437 
Buildings 37,151 12,262 
Leasehold improvements 6.101 3,909 
Furniture and equipment 20,792 10.465 
‘Computer equipment 34.777 30.524 
160,239 88,597 
0.131) (18.587) 
$130,108 $70,010 


‘The Company has operating leases for certain corporate campus facilities, 
field sales and development offices, and dats processing and other equip- 
ment. The noncancelable corporate campus lease expires in 2001 with 
renewal options through 2011 and provides for rental adjustments based 
‘on a consumer price index. Rental expense for operating leases was $8.0 
million, $5.4 million, and $4.5 million during the years ended June 30, 
1988, 1987, and 1986. 


At June 30. 1988, future minimum rental payments under noncancelable 
operating leases were (in thousands): 


Facal Year Rental Payee 
1989 $9,887 
1990 10,745 
1991 9.409 
1992 8,594 
1993 7.198 
1994 and thereafter 23,684 
‘Total minimum payments $69.517 


Note 5. Notes Payable 


Notes payable are borrowings under loan agreements, with financial 
institutions both domestic and abroad, totaling $40 million. The 
agreements require no compensating balances or commitment fees. 


A summary of these borrowings follows: 


(n oman) 08 187 
Average month-end borrowings SIS8I7 $4,178 
Weighted average interest rate 9.3% 85% 
Maximum amount outstanding 
during the year $35,322 $7,114 
‘Weighted average interest rate 
at year-end 8.2% 78% 
Note 6. Income Taxes 
The income tax provision (benefit) is composed of 
(in towards) 1988 1987 1986 
Current $69,170 $48,402 
Deferred (9,340) 1,058 (4219) 
$59,830 $49.400___$26,730 
‘The deferred income tax provision (benefit) is composed of: 
(x thennacch) 1988 1957 1986 
Cash basis tax accounting =» S329) S_ (459) ($2,659) 
Reserves and expenses not 
currently deductible—net (6.790) 3.688) (855) 
Inventory adjustment (5,145) 127) (705) 
Undistributed foreign earnings 2,924 6332 - 
$¢9,340) $ 1.058 $14,219) 


‘The Company's effective tax rate differs from the statutory rate as 
follows: P 


8 nr wns 
Federal statutory rate 4.0% 46.0% 16.0% 
‘State income taxes 13 08 LO 
Tax exempt income ay (1.8) (14) 
Foreign Sales Corporation an ap 2.0) 
Tax credits a) (2.8) (ta) 
‘Other—net in (0.3) (1.7) 
32.6% 40.8% 405% 


Microsoft Corporation Notes to Consolidated Financial Statements (cont.) 


Note 7. Stock Option Programs 


‘The Tax Reform Act of 1986 diminished the cost-effectiveness of 
incentive stock options (ISOs) as an incentive compensation device. 
During the second half of the year ended June 30, 1987, the Company 
responded with two programs regarding its ISOs, One program, available 
to employees who had exercised certain options, provides a cash payment 
for their undertaking a “disqualifying disposition” of stock received upon 
exercise of the option, A second program, available to employees who 
held unexercised ISOs, provided them the opportunity to convert ISOs to 
nonqualified stock options (NSOs), with a cash payment upon exercise of 
the converted options. The Company receives a tax benefit upon the 
disqualifying disposition or exercise, and the cash payment to employees 
is $0% of the Company's benefit, 


‘As required by generally accepted accounting principles, the tax benefit 
realized from these program ($11.6 million and $24.4 million for the years 
ended June 30, 1988 and 1987, respectively) is reported as a capital 
contribution, ‘The cash payment from these programs is recognized as 
expense over the vesting period of the related stock options. For the year 
ended June 30, 1988, this resulted in stock option program expense of 
$14.5 million and a reduction of the provision for income taxes of $5.6 
million related directly to the amount of expense recognized. For the year 
cended June 30, 1987, stock option program expense was $14.2 million 
with an income tax benefit of $8.0 million. 


—————— 
Note 8. Stockholders’ Equity 


Employee Stock Purchase Plan. The Company has an employee stock 
purchase plan for all employees. Under the plan, shares of the Company's 
common stock may be purchased at six-month intervals at 85% of the 
ower of the fair market value on the first or the last day of each si 
period. Employees may purchase shares having a value not exceedi 
10% of their gross compensation during an offering period. During the 
years ended June 30, 1988 and 1987, shares totaling 152,179 and 68,888, 
respectively, were issued under the plan at average prices of $26.53 and 
$12.06 per share, respectively. At June 30, 1988, 378,933 shares were 
reserved for future issue. 


jonth 


Stock Option Plan, The Company has a stock option plan for officers and 
key employees that provides for nonqualified and incentive options. The 
Board of Directors determines the option price (niot to be less than fair 
market value for incentive options) at the date of grant. ‘The options 
generally expire five or ten years from the date of grant and are exercis- 
able over the period stated in each option. At June 30, 1988, options for 
803,858 shares were exercisable, and 864,475 shares were available for 
future grants under the Plan, 


Outstanding Options 

umber Price por Share 
Balance, June 30, 1985 4.295.102 $0.24 1.50 
Granted 2,465,530 1.50-17.00 
Exercised (1,209,532) 0.24- 2.75 
Expired (532,012) 0.24~ 1.50 
Balance, June 30, 1986 5,019,088 0.24-17.00 
Granted 2,114,000 13,50-52.50 
Exercised (1,681,582) 0.24~ 2.75 
Expired (180,104) 0.24-52.50 
Balance, June 30, 1987 5,271,402 0.24-52.50 
Granted 3,649,585 33,36-58.13 
Exercised (926.211) 0.24-23.88 
Expired (413,515) 0.75-53.50 
Balance, June 30, 1988 7,581,261 $0,24-58.13 


Saeed 
Note 9. Litigation 


On March 17, 1988, Apple Computer, Inc. brought suit against Microsoft 
and Hewlett-Packard Company for alleged copyright infringement. The 
complaint includes allegations that the visual displays of Microsoft 
Windows 2.03 infringe Apple's copyrights and exceed the scope of a 
1985 settlement agreement between Microsoft and Apple. The complaint 
‘seeks to enjoin Microsoft from marketing Microsoft Windows 2.03 and 
from otherwise infringing Apple's copyrights and secks damages in an 
unspecified amount resulting from the alleged infringement. The com- 
plaint also alleges that Microsoft is a contributory infringer as to a 
Hewlett-Packard product called New Wave. 


Microsoft has answered the complaint, denying Apple's allegations that 
the visual displays in Windows 2.03 infringe any protectable right of 
Apple, raising affirmative defenses, asserting counterclaims, and seeking 
damages resulting from Apple’s actions. Microsoft presently believes that 
the resolution of this matter will not have a material adverse effect on its 
financial condition as reported in the accompanying financial statements, 
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Gn thousands) 


Information by Geographic Area 


Domestic 


Other Foreign 


Operations Operations mns__ Consolidated 
1988 — i 
Net revenues 
Customers $399,128 $144,825 s 5590, 
Intercompany 52,520 97.100 (149.865) 
Total 451,648 241,925 (149.865) 590,827 
Income from operations a 246 56,328 (965) 187,447 
Identifiable assets 398,167 150,215 26,107 (81,470) 193.019 
1987 
Net revenues: 
Customers $252,623 $ 68,30 $24,960 s 45,890 
Intercompany = _ 26.496 (76,281) 
_ Toul 279,119 (76.281) 345.890 
Income from operations wold ( 


2.861) 


Identifiable assets 256,284 64,726 12.250 (45,506) 
1986 
Net revenues: 

Customers $161,287 $ 28,087 $ 8,140 $ 197,514 

Intercompany 19,152 9.979 1,248 (30,379) 

Total 180.439 38,066 9,388 (30,379) 197.514 

Income from operations. aaeieecnene $5,353 6.151 1,015 (1,613) 60,906, 
Identifiable assets 169,230 27,830 12.837 (39,158) 170,739 


The Company operates in one business segment-the devel 


and hardware peripheral de 
transactions. Cost of revenues dur 


former director of the Company 


Domestic operations—net revenues from customers include export sales of $90.6 million, $53.0 million, and $43.8 
June 30, 1988, 1987, and 1986, These export sales were made primarily to Europe and the Far East. Other foreign operations include subsi 
in Australia, Canada, and Japan. Net revenues from foreign operations and export sales for fiscal years 1988, 1987. and 1986 w 
$146.2 million, and $80.0 million. These amounts represent 4 


ices, Intercompany sales between ge 


8%, 42.3% 


tion, marketing. and sup 
aphic ar 


. and 40. 5% of total net reve 


of microcomputer software and related book 
as are accounted for at prices representative of unaffiliated part 


ng the year ended June 30, 1986, includes $5.1 million paid to a foreign company whose major stockholder is a 


ion during the years ended 


ie 


¢ $282.3 million 


ues for the respective years 
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jousands, excep per share data 


Income f 2 56.444 5.205 43,488 187.44 
Net in 2125 " " 0.012 123,908 
N hare 8 6 Ms. 
Common stock prices per shar 
H 6-5/8 ‘ s 6 14 
Low 4418 4 9-3/4 52-44 7-1/4 
Net reveny $ 66,780 5 80,98: $98,363 $ 99.76 $345,890 
Income from operation 25.605 W910 7,914 126,88 
Net income 15,824 19,607 19.100 11,878 
Net income per share 0.29 0.35 035 130 
Common stock prices per share 
High 15.348 5m 49-172 64-1/8 64-118 
Low B 1334 23.44 45-1/4 1 
Net revenn $35.15 $ 49.89 $ 50,505 61,959 ons 
c DICE pe 
Market System since the Com initial public offe March 1986. On Ju here 2 ihe ( 


Microsoft Corporation 


and per share data) 


For the year 

Net revenues $590,827 
Cost of revenues 148,000 
Research and development 69.776 


Sales and market 


General and administrative 


Income from operations 


Non-operating income (loss) 10,750 
Stock option program (expense) (14,459) 
Income before income taxes 183,738 
Provision for income taxes 39,830 
Net income 123,908 


At yeur-end 


Current assets 345,348 
Property, plant, and equipment — net 130.108 
Intellectual property rights —net 936 
Other assets 96 

Total assets 493,019 


Current liabilities 117,521 
Long-term liabilities 
Stockholders’ equity 
Total liabilities and equity 3,019 


Working capital 8: 


Number of employees 2,79. 


« 


Net income per share 
Book value per share ro 


Cash and short-term investments per share 341 


Average common and common equivalent shares outstanding 


Shares outstanding at year-end 53.663 
Keyr 

Current ratio 29 
Return on net revenues 21.0 
Return on average total assets 31 
Return on average stockholders’ equity 40, 
Growth percentages— increases 

Net revenues 08 
Net income 4 
Net income per share 70.8 


Book value per share ce 
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Y 


13,002 


$197,514 
40,862 


20.523 


60.906 


5,078 


65.984 


$140.417 
30,447 
17,108 


9,443 
40,907 


1,936 


1,808 
65,064 


54.440 
65.064 


41.442 


O10 


$97,479 
22,900 
10,665 
26,027 
8,784 
29,103 

(1,073) 


28,030 
12,150 
15,880, 


1ol4 
47,637 
16.489 
436 
30,712 
17.637 
21,458 
608 


as 
on 
0.08 
45,894 
42,520 
23 
16.3% 
44.194 
10.0% 


94 
144.8% 
150.0% 
118% 


Microsoft Corporation 


Directors 


Officers 


Form 10-K 


Common Stock 


Independent Accountants 


Legal Counsel 


Transfer Agent 


William H Gate # and Chief Executive Office 


rating Officer, Microsoft Corporation 


David F. Marquardt miner, Techn ture Investors 
Robert D. O'Brie Chairman of the Board, PACCAR, Ine 
Wm. G. Reed, Jr Simpson Investment Company 


William H. Gates fa 


an of the Board and Chief Executive Officer 


Jon A. Shirley President and Chi 


f Operating Officer 


Scott D, Oki 


jor Vice President, USA Sales 


nd Marketing 


Steven A. Ballmer Vice President, Systems Software 
Jeremy Butler Vice President, International Operations 
Francis J. Gaudette Vice President, Finance and Administration: 


Treasurer; Chief Financial Officer 


Kempin Vice President, OEM Sale 


Richard C. Macinto: ident, Field Sai 


¢ President, Applications Softwar 


dent, Law and Corporate Affairs 


Mia S. resident and Publisher, Microsoft Pr 
Steven W. Gray c atroller 
The Annual Meeting of Shareholders will be held on Friday, October 28, 1988 at 8:00 A.M., at the 


Bellevue Holiday Inn, 11211 Main Street, Bellevue, Washing! 


Copies of Micros 


t's Annual Report 


n Form 10-K are available upon written request from the 
tment, Microsoft Corporation, 16011 NE 36th Way, Box 97017, Redmond, 


Investor Relations Deps 
Washington 98073-9717, 


Microsoft com 


stock is traded over the counter on the NASDAQ National Market Systems (MSFT). 


Deloitte Haskins & Sells, Bellevue, Washington 98004 


McBroom Gates & Lucas, Seattle, Wa 98104 


'y National Bank, One Exchange Place, Jersey City, New Jersey 07302 


Microsoft Corporation 


Corporate Headquarters 


International Operations 


Microsoft Corporation 
16011 NE 36th Way 

Box 97017 

Redmond, WA 98073-9717 
USA 


Microsoft Py. Lid. 
2-3/1 Skyline Place 
Frenchs Forest, 2086 
AUSTRALIA 


Microsoft Canada Inc 
6300 Northwest Drive 


Ontario LAV 137 


Mississauj 
CANADA 


Microsoft Lid. 
Excel House 

49 De Montfort Road 
Reading 

Berks RGI 8Lp 
ENGLAND 


Microsoft SARL 
12 Avenue Du Quebec 
91957 Les Ulis € 


FRANCE 


Microsoft BV 
Jupiterstraat 190 
2132 HH Hoofddorp 
HOLLAND 


Microsoft Ir 
Blankthorn Roi 
Sandyford Industrial Estate: 
Dublin 18 
IRELAND 


Microsoft SpA 
Centro Direzionale Milano Oltre 
Palazzo Tiepolo 


Via Cassanese, 224 


Microsoft KK 
Sanbancho Yayoi-Kan 


6-2 Sanbancho 


Chiyod 
JAPAN 


Microsoft SA 
Dacyo 
44-1 Yoido-De 


2 Bu 


Yeongdeungpo-Gu. Se 


KOREA 


Microsoft Me: 
Paseo de la Reforma 300-200) 
Col, Juarez 

06600 Mexico City 
MEXICO 


Microsoft Iberica SRL 
Lopez de Hoyos, 42 
8006 Madrid 
SPAIN 


Microsoft AB 
Skalholtsgatan 10 
163 40 Kista 
SWEDEN 


Microsoft GmbH 
Erdinger LandstraBe 2 
8011 Aschheim/Domach 
WEST GERMANY 


‘Axa Company, Microsoft is committed 10 the use of our technology in the workplace. A variety of products were employed 
to create and produce this reper), including both IBM and Macintosh versions of Microsoft Word, Microsoft Works, and 
Microsoft Excel, Information was gathered with the wie of Microsoft's XENIX-based electronic mail system and page 
composition developed with Aldus PageMtakers 


Microsef}. the Microseft logo, MS, MS-DOS, XENIX. QuickC, GW-BASIC, PowerPoint, Microsoft Prexs, and Multiplan are 
‘registered trademarts and MACH 20 is a trademark of Microsoft Corporation 

1BM and Personal System? are registered trademarks of International Business Machines Corporation. Intel is a reeistered 
srademark of Intel Corporacion. Apple and Macintosh are registered trademarts of Apple Computer, Inc. Flight Simulator is 
@ registered mademark of SubLOGIC Corporation, used under license by Microsoft Corporation. GEnie is a trademark of 

General Electric Company. Aldus and PageMaker are registered trademarks of Aldus Corporation 


Microsoft Corporation 
16011 NE 36th Way 
Box 97017 

Redmond, WA 98073-97 
USA 


